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A COMPARISON OF INCOME TAXES IN
GREAT BRITAIN AND THE UNITED STATES
By ELINOR HILL, C.P.A., Clifton, New Jersey
PART I

We are indeed happy to present this paper by Elinor Hill
CPA to the readers of The Woman C.P.A. This paper was
originally presented before the New York Chapter of
ASWA. I am sure that everyone will be interested in the
excellent presentation of this subject, which is of much
interest to all accountants.
Elinor Hill CPA of Clifton, New Jersey, is secretary of
AWSCPA and a past national secretary of ASWA. She is
a past president of the New York Chapter of ASWA, a
graduate of Rutgers University with a B.S. in Finance.
Miss Hill is a partner in the public accounting firm of
H. B. Richardson & Co.

erence to the Code is essential to an under
standing of the Revenue Act of 1951 which
is now in force.
In England, proposals for tax legislation
are made to Parliament by the Chancellor
of the Exchequer. Since he is one of the
leaders of the majority party, his recom
mendations are ordinarily accepted and
passed by Parliament without substantial
amendments. Private members may not
move any new or increased taxation, but
they may move to reduce or repeal taxes
which the government had not planned to
alter.
The British Treasury is responsible for
estimating the amount of revenues to be
realized from land taxes, stamp duties, in
heritance taxes, income taxes, the postal
service, rents, dividends or investments and
miscellaneous sources. The Chancellor of
the Exchequer then presents to the House
of Commons his proposals relevant to rev
enue (including taxes, loans, customs and
excise duties, etc.) in the annual budget
speech. These proposals are debated by
House members in committee of the whole
and are adopted by this committee as reso
lutions which are then reported to the House
and passed as bills. The bills are then sent
to the House of Lords for assent. However,
since 1911, the concurrence of the House of
Lords to any Finance Act is merely a for
mality, since the members of that house
have no power to amend or defeat any
money bill.
In the United States all tax legislation
originates in the House of Representatives.
Major tax bills are usually written by the
Ways and Means Committee, after it has
held hearings and considered recommenda
tions made by the Treasury Department,
the Joint Committee on Internal Revenue

History and Legislation

While taxation of incomes in England
originated in 1798, it was not in effect for
a number of years, and the present income
tax system actually originated in 1842. The
Finance Act of 1918 consolidated all pre
vious income tax laws into one statute, and
subsequent finance acts have made no com
plete restatement of existing law, but have
simply made numerous amendments to the
1918 Act.
In the United States, the history of our
present income tax law begins with the
Revenue Act of 1894. Although temporary
income tax laws passed during the Civil
War had been upheld by the Supreme Court,
the Revenue Act of 1894 was declared in
valid nine months after its passage, because
it conflicted with Article I, Section 9 (4) of
the Constitution, which provides that “no
capitation or other direct tax shall be laid
unless in proportion to the census or enu
meration hereinbefore directed to be taken.”
It was therefore necessary to amend the
Constitution of the United States to permit
imposition of any tax on incomes, and it
was not until 1913 that the Sixteenth
Amendment was ratified, giving Congress
the power “to lay and collect taxes on in
comes from whatever source derived, with
out apportionment among the several States
and without regard to any census or enu
meration.”
Since 1913 over forty Revenue Acts have
been enacted by the Congress of the United
States. While the provisions of some of
these acts merely amended prior acts, on
numerous occasions the entire Act was re
written. All of the provisions of the various
which are still in force have been incorpo
rated in the Internal Revenue Code, and ref
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Taxation and other official bodies, and by
private individuals and organizations. Bills
affecting taxes are also introduced by indi
vidual members of Congress and they are
referred to the Ways and Means Committee.
Unless and until the Committee reports a
bill to the House, it has no chance of be
coming law.
A bill reported by the Ways and Means
Committee is subject to amendments when
it is taken up on the floor of the House.
Sometimes the House adopts a rule to the
effect that only amendments by the Com
mittee will be considered; otherwise, amend
ments may be offered by any member of the
House.
After the House has passed a bill, it is
referred to the Senate Finance Committee.
That Committee usually holds hearings
similar to those held by the Ways and Means
Committee, after which it reports the bill
to the Senate, with or without amendments
which may consist of adding new sections
or rewriting or deleting sections in the bill
passed by the House. When the bill is con
sidered on the floor of the Senate it is sub
ject to further amendments which may be
offered by any Senator.
Frequently the bill passed by the Senate
differs sufficiently from the bill passed by
the House so that further consideration by
a Conference Committee composed of mem
bers of both the House and the Senate is
required. The conference committee works
out a compromise between the two versions,
which is then submitted to both the House
and the Senate for a final vote. Usually
the Conference Committee bill is passed
promptly by both bodies, and it is then
ready to be submitted to the President for
his signature.
If the bill enacted by the Congress meets
with his approval, the President will sign
it. If he is not satisfied with the bill, the
President must return it, with his stated
objections, to the House of Representatives,
where it originated. The House then recon
siders the bill, and by voice vote of twothirds of its members, may pass it over the
veto. If the House so passes the bill, the
Senate must also reconsider it and pass it
by a two-thirds vote. If the vote in either
House falls short of the necessary twothirds, the veto stands.
Tax

on

Incomes

Concept of Income:
The British law is final as to what consti
tutes income. On the other hand, our Fed
eral income tax laws are subject to the limi
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tations of our Constitution.
For example, in both Great Britain and
the United States the rent received from a
house is income; but if the owner occupies
the house instead of renting it, the rental
value of the house is still income in Great
Britain, but not in the United States. This
works an inequity on American taxpayers.
For example, in the United States a man
with a $10,000 salary and $15,000 invested
in 4% bonds will pay substantially more tax
than a man with a $10,000 salary and
$15,000 invested in a home, although the
second man is well able to pay, since the
rent paid by the first (and not deductible
for income tax purposes) will more than
offset the 4% interest on the bonds which
he has to report as income. In Great Britain
this substantial difference in tax burden
does not exist. In a similar manner the
British tax the actual or estimated profits
arising from the occupation of land.
Under our Constitution it is probable
that we cannot tax the theoretical income
arising from the occupation of land or
building by its owner. In the case of Hel
vering v. Independent Life Insurance Co.
(292 U.S. 371) the Commissioner attempted
to include as income to the insurance com
pany the rental value of a building which
it owned, a portion of which building was
occupied by the company’s offices. The Su
preme Court held that to levy a tax on such
a basis was to levy a direct tax on property,
which was in violation of Article I, Section
9 (4) of the Constitution, cited previously.
Capital Gains and Losses:
In the British income tax code, the con
cept of income excludes capital apprecia
tion, whether realized or not. Except where
the buying and selling of investments forms
part of the business of the taxpayer, in
which case the investments constitute the
stock in trade of the taxpayer, any gain
made on the realization of an investment
does not constitute income in the eyes of
the British. Inasmuch as capital gains are
not taxable, capital losses cannot be de
ducted from income.
In the United States the laws define in
come as any gain from any dealings in
property, and thus cover any gain made
upon the realization of an investment. Capi
tal losses, with certain limitations, are also
allowed.
It is interesting to note that the general
public in Great Britain does not speculate
on the stock market to the extent to which
the American general public does. Doubt
less the capital gains and losses section of

our Federal income tax laws provide an in
centive for the greater activity on the
American stock market.
Depreciation and Obsolescence:
Since capital gains and losses are not
taken into account in computing income in
Great Britain, no allowance is permitted for
wastage of the capital which earns income,
through depreciation or depletion deduc
tions. Some depreciation is allowed on ma
chinery and equipment on the written down
cost of the asset. Each year the deprecia
tion charge would be a lesser amount, and
no matter how long the machine lasted, it
would never be written down to zero, al
though it would eventually approach the
zero point. No loss is allowed for obsoles
cence or abandonment of machinery unless
the asset is replaced.
In the United States deductions for de
preciation are permitted on all capital as
sets, other than securities, equalling the
cost of the asset or the March 1, 1913 value
of the property. Thus the taxable income
of American corporations and individuals
is reduced by depreciation deductions to a
much greater extent than in Great Britain.

Dividends:
One of the foremost complaints concern
ing dividend income in the United States is
that the profits from which dividends are
paid are subject to double taxation, once on
the paying corporation and a second time
on the stockholder recipient of the dividend.
In Great Britain, corporate profits are
subject to an income tax rate of 45%, plus
a profits tax on all profits in excess of $2,000.
The profits tax is assessed first, at 10% on
undistributed profits and 30% on distrib
uted profits; the profits remaining after
payment of the profits tax is then subject
to income tax of 45%. While the individual
recipient of the dividend does have to in
clude the full pre-tax amount of dividend
received in his income statement, he does
not have to pay personal income tax on the
dividends. The dividends are subject to the
individual surtax only, where such surtax
is applicable.

Pay-As-You-Earn Taxation:
It is interesting to note that both Great
Britain and the United States have a payas-you-earn system of taxation on income
from salaries and wages. The British sys
tem went into effect commencing April 6,
1944, while the American system was insti
tuted commencing January 1, 1943. Both
systems provided for an adjustment of
12

the prior years’ taxes accrued under the
old systems, to bring all wage earners up
to date so that they were paying taxes on
current earnings instead of earnings of the
previous year.
Under both the American and the British
systems, each employee is entitled to claim
his personal exemptions, and all employers
are supplied with tax tables which show the
amounts of tax to be deducted. However,
under the American system, employers are
permitted some liberty in setting up their
payroll accounting records, and they make
deductions on a week-to-week basis. At the
end of the year, the American employer
must file a report of the total earnings of,
and total tax deducted from, each of his
employees. Any deficiency in total tax as
shown by the wage earner’s personal income
tax return is then due for payment by the
wage earner on March 15 of the following
year. If the tax withheld exceeds the total
tax liability as computed on the wage earn
er’s personal tax return, the United States
Treasury refunds the excess within a few
months after the return is filed.
In Great Britain, the tax tables show the
cumulative amount of tax due on the total
earned up to and including the week to
which the table relates. It is therefore nec
essary for the employer to have available
the total wages of each employee up to the
week under consideration. Using this figure,
he obtains the total tax from the tax table,
from which he subtracts the amount of tax
already deducted from wages previously
earned, to obtain the tax to be deducted
from the current week’s wages.
In order to assist the employer, the Brit
ish Revenue Department supplies him with
tax deduction cards on which the employer
must record the gross pay for the week
under review, the total gross pay to date,
the tax due to date, as shown by the tax
tables, and the tax to be deducted from the
wages of the week under review. At the
end of each year, these tax cards have to be
returned to the Inspector of Taxes, who is
then able to base an assessment on the total
earnings of the year, and if the computed
tax differs from the total actually collected
from the earnings, any adjustment required
can be made the following year.
Where an employee in the United States
changes his job, or holds several different
jobs during the course of a year he will re
ceive withholding tax receipts, showing
gross earnings and total tax withheld, from
each of his employers. In England, where
an employee changes his job, he must get
from his first employer a form setting forth

his code number (which entitles him to his
personal exemptions), the total gross earn
ings to date, and the total income tax de
ducted from these earnings to date. The
next employer then uses this information
to continue the deductions of income tax.

Personal Allowances and Deductions:
In general the American taxpayer has
many advantages over the British taxpayer
in the amount and extent of personal allow
ances and deductions permitted by the tax
law.
Using an exchange rate of $2.80 Ameri
can per pound sterling, we find that the
Briton is permitted a personal exemption
of $378 against the American’s $600, be
fore imposition of any income tax. A single
person in Great Britain is permitted a per
sonal allowance of $308, compared to the
American’s $600; married couples are al
lowed a personal deduction of $504 in Brit
ain, compared to $1,200 in the United
States; British children are worth $168
each, tax-wise, as compared to $600 each
for American children; dependent relatives
in Britain permit the taxpayer to deduct
another $140 each, as against $600 each al
lowed to the American taxpayer.
The British taxpayer is permitted to de
duct fifty pounds (about $140) for a house
keeper, provided that he is a widower, the
housekeeper is a female relative of his or
his deceased wife, or is a female hired by
him for the purpose of keeping his house.
However, he cannot claim the female rela
tive twice, once as a dependent and again
as his housekeeper, and he cannot claim the
married man’s allowance of $504, nor can
he claim more than one housekeeper in any
one year.
An American taxpayer cannot deduct
personal and family expenses (other than
those specifically enumerated in the law)
even though they may be “ordinary and
necessary.” He is thus prevented from
making any claim for a housekeeper and
cannot deduct her wages from his gross in
come on his tax return.
A British taxpayer is allowed 25 pounds
where he is compelled by his old age or
infirmity to depend upon the services of a
daughter. However, the daughter must re
side with the taxpayer and be maintained
by him, although she need not be incapaci
tated. There is no income limitation in the
daughter’s case, but the fact that she must
be maintained by the taxpayer implies an
income limit.
An American taxpayer in similar circum
stances would be entitled to a deduction of
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$600 for the daughter, but only if she were
his dependent. However, if her own income
was $500 or more the American taxpayer
would not be permitted any allowance at all.
The British taxpayer is permitted an
allowance for “Earned income” equal to
1/5 of his earned income up to a maximum
of 400 pounds, plus 4/5 of his wife’s earned
income up to a maximum of 110 pounds.
Husbands and wives must file joint returns
under British law.
While the American revenue acts dropped
the “earned income credit” a number of
years ago, the American taxpayer still has
an advantage, in electing whether or not to
file joint returns, and in taking advantage
of the “split-income” provisions where a
joint return is filed, even though none of
the income may belong to the spouse.
The American law appears to be much
more liberal in permitting individual tax
payers to make deductions from gross in
come before arriving at the amount of in
come subject to the tax. For example, while
the taxpayer is permitted to itemize his de
ductions for interest, taxes, contributions,
medical expenses and certain other deduc
tions permitted by law, he may, if his in
come is $5,000 or more, elect to take a single
deduction of 10% of his gross income (up
to a maximum of $1,000). The taxpayer
whose income is less than $5,000 may choose
to use the tax tables provided by the Treas
ury Department to obtain his total tax lia
bility, and these tax tables are computed
by allowing an average of 10% of gross in
come for personal deductions.
The British taxpayer is more limited in
the amount and type of personal deductions
which he may take. He may deduct mort
gage and bank interest, ground rents, cer
tain traveling expenses, work clothes and
tools, and that portion of his National In
surance contributions which does not relate
to unemployment, sickness or maternity
benefits. He may also deduct a portion of
the premiums which he pays for life insur
ance or for contracts for deferred annuities.
He is not entitled to deductions for charit
able contributions or medical expenses.
In both Great Britain and the United
States, where the taxpayer’s income is de
rived from a business which he operates as
an individual or in a partnership, he is en
titled to deduct from the gross income of
that business those expenses incurred in
connection with the business, trade or pro
fession. However, as mentioned previously,
the British allowances for depreciation and
depletion differ from the American to a
considerable extent.

is derived from wages or salaries subject to
withholding tax is on a true “pay-as-youearn” basis, since he reports on April 5 of
each year his total wages earned for the
year ended on that date. The total income
tax withheld from those wages by his em
ployer is in most cases equal to his actual
tax liability, since the English withholding
tax is computed on a cumulative basis.
A surtax on incomes over 2,000 pounds is
assessed and collected apart from the in
come tax, and is due on January 1 of the
year following the year of assessment. Thus,
the combined income tax and surtax as
sessed and paid by a taxpayer on January 1
of any year may cover tax on income re
ceived over a three year period.

Basis of Assessment:
All individual taxpayers in the United
States are required to keep their income
taxes on a “pay-as-you-earn” basis. Where
the taxpayer’s income is not subject to with
holding tax by an employer, the taxpayer
is required to file by March 15 of each year,
a return indicating his estimated tax for
the current year, and to pay this estimated
tax in quarterly installments on March 15,
June 15, September 15 and December 15.
The balance of actual tax due for the calen
dar year, in excess of the estimated tax, is
due on March 15 of the following year. If
the liability has been over-estimated, the
excess paid is either applied against the fol
lowing year’s tax or refunded, at the elec
tion of the taxpayer.
Corporation in the United States are not
yet on a “pay-as-you-earn” basis, but the
Revenue Act of 1950 provided for accelera
tion of payments so that eventually, in
1955, the tax will be payable in two equal
installments, due on March 15 and June 15
(or in the first and second quarters) imme
diately succeeding the close of the corpora
tion’s tax year.
In Great Britain the tax year ends on
April 5 of each year. The taxpayer may
therefore report on his annual return the
income from several different sources, each
earned during a different period of time.
For example, profits on all trades, pro
fessions or vocations to be entered on the
return should be calculated from the ac
counts of the business for the year ended on
the date to which the accounts are usually
made up, which occurs not later than April
5. Thus a business whose fiscal year ended
March 15 would report its profits on April
5 immediately following, whereas a business
whose fiscal year ended April 30 would not
report the profits of that year until April 5
of the succeeding year.
Income from salaries, wages, interest,
dividends, annuities and other annual pay
ments are to be reported for the year ended
April 5. Income from occupation of land
or property is to be reported on the basis
of the assessed value for the preceding year.
The tax on income reported at April 5 is
computed and assessed by the district tax
commissions and is due for payment on the
following January 1. Under certain circum
stances the tax may be paid in two equal
installments on January 1 and July 1. These
installment payments apply only to tax on
individuals and firms in respect of farming,
trades, professions or other earned income.
Only the taxpayer whose entire income

Corporation Income Tax:
Corporation income tax in the United
States is a separate tax, distinct from indi
vidual tax in rates, form of return, compu
tation, etc. In Great Britain, while corpora
tions use a distinct tax return form they
are subject to the same income tax rate as
individuals (45%) and are also subject to
the same rules regarding inclusions of in
come and deductions.
British corporations are subject, in ad
dition to income tax, to a Profits Tax which
may be compared, to a limited extent, to the
American Excess Profits Tax levied during
World War II and re-established on Janu
ary 2, 1951 by the new Excess Profits Tax
Law.
The British Profits Tax, originally called
the National Defense Contribution, was es
tablished in 1937, in anticipation of the
war. The title of National Defense Contri
bution was intended to bring home to the
taxpayer the price to be paid for protection
against external aggression. Also, by
stressing its defense purpose, it was in
tended to weaken any opposition which a
simple increase in the rate of income tax
might have aroused. While first meant to
be a temporary emergency measure, limited
to a five year period, it has now become a
permanent part of the fiscal structure of
Great Britain, being renewed in 1942 for
an indefinite period.
Early in 1939 the British passed an Ex
cess Profits tax, the excess profits being
generally calculated by comparing the prof
its of certain pre-war years with the profits
earned after April 1939. Businesses which
were not liable to the Excess Profits Tax
continued to pay the National Defense Con
tribution (at a rate of 5%) and in cases
where the Excess Profits Tax amounted to
14

subjected undistributed profits of corpora
tions to a surtax.
In 1947 the Profits Tax rates were in
creased to 25% on distributed profits and
10% on undistributed profits, and in 1949,
upon devaluation of sterling, the rate on
distributed profits was increased to 30%.
Because the Profits Tax is intended to fall
upon the actual profits of a business, the
permissible deductions are within welldefined limits.
(To be concluded next month)

less than the tax computed under the Na
tional Defense Contribution, the latter tax
had to be paid.
In 1946 the British Excess Profits Tax
ceased, and the title of National Defense
Contribution was changed to Profits Tax,
and the rate increased to 12½%. In order
to ease the inflationary situation, an at
tempt was made to discourage the payment
of large dividends by giving relief of 7½%
on undistributed profits. This was a re
versal of previous fiscal policy which had

IDEA EXCHANGE
By THEIA A. CASCIO, Sherman Oaks, California
One of the featured speakers at the West
Coast Regional Conference in June 1951 was
Mrs. Anne Juran who spoke on “Better
Attitudes for Better Business.” Mrs. Juran
has a Personality Studio on Sunset Blvd.
in Hollywood and is well known in greater
Los Angeles for her helpful suggestions on
personality, charm and salesmanship as per
tains to the business person. Many of her
points were so well received, it seems only
fair to share her ideas with those of you
who could not attend.
Clickability is a word used frequently by
Anne Juran. By this is meant what makes
other people react to you. It is the result of
the way you look, your vocabulary, what
you say, what you think and what you do.
Each one of us is a salesman of some sort.
It may be you are selling yourself to only a
few associates in a small office, or it may be
that selling is your source of income and so
you are dependent upon many associations
for livelihood. In any case, people must re
act to you if you are to succeed to any
degree.
Every woman can look beautiful. If you
understand your type, keep your figure un
der control, know what colors are most flat
tering, keep in good health, and follow the
rules for cleanliness, the first impression
created can be a pleasant one. Brush the
hair every night, care for your skin, and
select becoming hair-dos and cosmetics. Sit
tall, walk tall, and look tall. Shape your
figure every day, and always bear in mind
when tempted by a sweet, that it is “two
minutes in your mouth, two hours in your
stomach and a lifetime on your hips.” (Or
at least there until the next siege of diet
ing).
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The vocabulary and what you say are
closely related. Concentrated effort and
study are needed to say the right thing at
the right time. The selection of words and
opinions require no more mental prepara
tion than the manner of expression. Con
vey sincerity and friendliness; campaign
to make the speaking voice appealing. Take
a deep breath before speaking, and you will
never put your foot in it. Do not talk in a
flat, high-pitched, tight-lipped manner nor
be a Susie One-Note. Do haul the voice
down to a velvety tone and cultivate voice
appeal.
Know yourself and like yourself. Remem
ber that self confidence is only an outward
expression of feeling secure inwardly. If
defeats are suffered, take courage; know
that to win or lose is not as important as
the ability to bounce back. In the final an
alysis, personality is the reflection of inner
characteristics. Take heed to your thoughts;
make them interesting and exciting so your
friends may so know you.
There is only so much time allotted each
of us, and you must use yours to best ex
press your personality. Don’t be afraid to
stick your neck out if there is a head be
tween your shoulders. Smile and be gra
cious; the world is always accepting of the
considerate woman who is naturally friend
ly. Poise is naturalness cultivated and nur
tured.
Clickability is rarely inherited; it is a
gradual development which requires doing
something about it. Wishing won’t make it
so, but honest effort toward improvement
will bring a pleasing manner and appear
ance.

